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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  initiated  our  review  of  the  state  purchasing  function  in  February  1970. 
The  objective  of  our  evaluation  was  to  identify  areas  that  could  be  improved 
resulting  in  greater  economy  or  increased  efficiency.   We  limited  the  scope 
of  our  work  at  this  time  to  basically  two  areas,  standardization  and  computer 
utilization,  which  are  discussed  later  in  this  report.   We  did  note  other  areas 
that  could  be  improved  and  these  are  covered  under  the  "Other  Observations" 
section  of  the  report. 

The  state  purchasing  department  was  established  by  law  under  the  head 
of  a  state  purchasing  agent.   The  state  controller  was  designated  as  the  state 
purchasing  agent  and  this  function  has  been  delegated  to  the  director  of  the 
Purchasing  Division.   The  state  purchasing  agent  has  the  full  and  sole  power 
and  authority  to  carry  out  the  duties  of  his  office.   It  is  his  duty  to  con- 
tract for  and  purchase  or  direct  and  supervise  the  purchase  and  sale  of  all 
supplies  for  every  state  agency. 

The  Purchasing  Division  is  part  of  the  Department  of  Administration. 
The  division  has  a  director,  assistant  director,  four  buyers  and  seven  secre- 
tarial and  administrative  assistants.   The  director  and  assistant  director 
also  function  as  buyers.   Basically,  each  buyer  is  responsible  for  super- 
vising the  purchase  of  designated  products.   This  responsibility  includes 
the  reviewing  of  agency  requisitions,  soliciting  vendor  quotations,  evaluating 
bids,  and  awarding  purchase  orders  to  successful  bidders. 
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Purchases  by  state  agencies  can  be  separated  into  three  main  categories. 
1.   Products  purchased  by  state  agencies  at  the  local  level.   This 
includes  miscellaneous  materials  and  supplies  valued  at  $100  or 
less  and,  under  emergency  conditions,  necessary  repair  items  or 
services . 
,_/  2.   Products  purchased  by  state  agencies  under  term  contracts  (TC's). 
These  purchases  differ  from  local  purchases  in  that  the  Purchasing 
Division  issues  the  term  contracts  to  the  vendors  based  on  competi- 
tive bids.   A  term  contract  is  an  open-end  type  contract  which 
provides  that  acquisitions  may  be  made  when  needed  but  at  a  specified 
price. 
3.   Products  purchased  through  issuance  of  purchase  orders  by  the 

Purchasing  Division.   The  majority  of  the  products  are  designated 
to  be  purchased  under  this  method.   The  basic  procedures  are  that 
requisitions  are  received  from  the  state  agencies,  vendors  are 
solicited,  bids  are  evaluated,  and  the  purchase  orders  are  issued 
to  the  lowest  responsible  bidders. 
The  total  operating  expenditures  of  the  Purchasing  Division  for  the  1968-69 
fiscal  year  were  $110,820.   Personal  services  costs  accounted  for  $89,285 
of  the  total.   During  the  fiscal  year,  the  division's  records  indicate  they 
received  14,188   agency  requisitions  and  issued  a  total  of  18,350  purchase 
orders.   Summary  cost  data  as  to  the  amount  of  purchases  made  by  the  state 
is  not  available  either  in  total  or  by  product.   This  point  is  discussed 
later  in  this  report. 
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STANDARDIZATION  OF  COMMODITY  PURCHASES 

The  standardization  of  supplies  and  materials  is  generally  recognized 
as  an  important  element  in  good  purchasing.   We  reviewed  several  reports  on 
other  state  governments'  purchasing  functions  prepared  by  CPA's,  consulting 
firms,  and  internal  auditors.   Nearly  every  report  included  a  recommendation 
on  standardization. 

Commodity  standards  are  rules  or  models  to  be  followed  which  are  estab- 
lished by  authority  or  mutual  agreements.   These  standards  are  expressed 
in  terms  of  various  specifications,  such  as  size,  weight,  color,  etc.   The 
development  of  uniform  standards  and  specifications  for  commonly  purchased 
products  provides  numerous  benefits  to  the  state  agencies  and  the  taxpayers. 
We  believe  that  there  is  a  need  to  increase  the  emphasis  on  developing  uniform 
standards  and  specifications  for  products  regularly  purchased  by  state  agencies. 

With  the  exception  of  a  few  products,  the  Purchasing  Division  has  not 
established  uniform  standards  and  specifications  for  products  purchased  by 
state  agencies.   Normally  the  agencies  write  specifications  for  the  desired 
products  on  a  requisition  form  and  send  the  form  to  the  Purchasing  Division. 
We  noted  numerous  occasions  where  the  agencies  would  designate  a  particular 
brand  name  and  in  some  cases  indicate  that  substitutions  would  not  be  accept- 
able.  The  buyers  spend  a  considerable  amount  of  time  reviewing  the  agencies' 
requisitions  to  assure  that  the  specifications  are  accurate,  complete,  and 
do  not  restrict  competition.   However,  we  were  advised  that  all  the  requisi- 
tions do  not  receive  as  thorough  a  review  as  necessary  due  to  the  large  volume 
of  requisitions  received. 

Numerous  benefits  can  result  from  the  adoption  of  uniform  standards  and 
specifications.   There  would  be  a  time  savings  at  the  agency  and  Purchasing 
Division  levels.   The  number  of  different  types  of  products  requisitioned, 
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bids  evaluated,  and  purchased  would  be  reduced.   A  unit  cost  savings  would 
often  be  realized  because  of  the  increased  volume  of  purchases  of  standard 
products.   The  state  agencies  should  have  increased  assurance  that  they  were 
receiving  quality  merchandise.   The  possibility  of  purchasing  products  beyond 
agency  needs  would  be  reduced.   The  number  of  vendors  bidding  on  some  pro- 
ducts should  increase  in  most  cases  thus  increasing  competition.   The  buyers 
would  have  additional  time  to  manage  the  operation. 

We  reviewed  the  awards  for  a  number  of  products  purchased  by  the  state. 
Each  of  these  awards  demonstrate  some  of  the  problems  encountered  when  the 
products  are  not  standardized  or  some  of  the  benefits  received  when  standardi- 
zation or  an  aspect  of  standardization  is  implemented.   The  awards  are  pre- 
sented as  examples  and  do  not  reflect  a  random  statistical  analysis  for 
projection  purposes. 

Office  Furniture 

We  reviewed  two  office  furniture  awards  made  in  October  and  November 
1969.   The  products  purchased  included  executive  chairs,  side  chairs,  execu- 
tive desks,  and  file  cabinets. 

The  following  schedule  shows  the  specifications  and  unit  prices  for  the 
executive  chairs  purchased  by  six  agencies. 

Description  of  Product  Unit  Price 

Executive  chair,  wood  base,  w/oil  rub  finish, 
and  P  514  fabric  on  seat,  and  //  SM  -  918  blue 
leather  on  back,  arm  and  trim.   Gunlocke  //685  WP. 

NO  Sub  $310.00 

Steel  case  #  C  198  executive  chair  w/  #  5562  fabric 
on  seat,  and  //  5875  naugahyde  on  back,  and  trim, 
and  arms,  w/  //  431  fern  green  finish.  142.00 


Chair,  Executive,  Metal.   Gray.   Covered  with 
green  Grospoint  material  on  seat  and  backrest. 
Green  vinyl  on  arms.   Seat  19  3/4  x  17  1/2  x  4  1/2" 
thick  foam  cushion,  back  15  1/2  x  11  1/2"  1"  thick 
foam  rubber  arms,  4  adjustments,  Steel  Age  #4113.  99.69 

Chair,  executive  Posture  Metal  -  Gray,  with  gray 
Grospoint  Material  on  Seat  and  backrest.   Gray 
vinyl  on  arms,  seat  19  3/4  x  17  1/2  x  4  1/2  thick 
foam  cushion  back  15  1/2  x  11  1/2  x  1  thick,  Foam 
rubber  arms,  4  adjustments,  Steel  Age  No.  4113.  99.69 

Chair,  Executive,  Posture,  Metal-grey,  with 

green  grosspoint  Materials  on  seat  and  backrest 

green  Vinyl  on  arms.   Seat  19  3/4  x  17  1/2  x  4  1/2 

thick  foam  cushion.   Back  15  1/2  x  11  1"  thick 

foam  rubber  arms.   4  adjustments,  Steel  Age  #4113.  99.69 

Chair,  executive,  Metal,  gray,  Armless  Swivel 
covered  with  Green  Grospoint  material,  Seat  20" 
x  19"  D  x  4"  thick.   Back  16  1/2  W  x  13  1/2  H  x  1  1/2" 
thick.   3"  seat  height  adjustment.   United  5-13.  49.00 

Executive  Posture  Chairs,  United  Chair  Co.  #5-12 
seat  and  back  #486  Gross  Point,  Frame  #5,  no 
sub  on  color  or  brand.  59.91 

Executive  Posture  Back  Chair  -  Paoli  Chair  Company, 
Model  #773,  Caster  style  CA75,  latex  foam  rubber 
seat,  seat  top  only,  black  cloth  #G3946,  black  Ever 
soft  except  seat  top  #E-4186  walnut  finish  base.  113.75 

Executive  Swivel  Chair  -  green  upholstery,  tan  frame, 
grosspoint  seat  top,  vinyl  back;  Seat:   20"W  x  18"D; 
back:   17"W  x  10  3/4"H.   Seat  adj.  16  1/4  to  20-3/4" 
coil  spring  seat;  Steelcase  C-238  or  equal.  72.00 

Executive  Swivel  Chair  -  Tan  upholstery,  gray  frame 

gross  point  seat  top,  vinyl  back;  Steelcase  C-238.  72.00 

As  indicated  above,  there  are  seven  different  specifications  for  executive 
chairs.   The  prices  ranged  from  $49  to  $310  a  unit.   We  were  advised  that  the 
agencies  usually  write  the  specifications  from  prior  purchase  orders  or  avail- 
able vendor  catalogs.   All  specifications  designated  the  brand  name  and  in 
two  cases  the  agencies  indicated  that  substitutions  would  not  be  accepted. 
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The  effect  was  that  in  four  of  the  ten  cases  the  low  bidder  was  eliminated 
because  the  brand  bid  did  not  meet  the  brand  specifications  requested,  and 
in  two  of  the  cases  only  one  vendor  bid  the  product.   Although  the  vendors 
are  advised  on  the  request  for  quotation  that  brand  names  only  designate 
the  quality  of  product  desired,  we  believe  that  in  practice,  the  use  of 
brand  names  or  the  use  of  specifications  from  one  vendor's  catalog  does 
restrict  competition  because  the  specifications  for  each  brand  differ  to 
varying  degrees. 

The  State  of  Washington  has  adopted  uniform  standards  for  executive 
chairs  and  has  designated  four  approved  manufacturers'  brands.   One  of  the 
brands  acceptable  to  the  State  of  Washington  was  also  purchased  by  one  of 
the  Montana  agencies  on  the  furniture  awards  shown  above.   A  savings  of 
32%  would  have  been  realized  in  this  instance  had  the  State  of  Montana 
used  the  standards  and  approved  manufacturers  used  by  Washington  and  pur- 
chased all  executive  chairs  at  the  unit  cost  paid  by  the  one  Montana  agency. 

We  do  not  mean  to  imply  that  the  standards  established  by  the  State 
of  Washington  are  appropriate  for  the  State  of  Montana  but  we  point  this 
out  to  demonstrate  that  there  is  an  opportunity  to  achieve  significant 
savings  through  standardization. 

We  believe  that  the  range  of  prices  demonstrates  the  variety  of  products 
and  the  varying  degrees  of  quality  the  agencies  are  receiving.   We  are  not 
only  concerned  with  limiting  product  purchases  to  agency  needs  but  also  in- 
creasing assurance  that  the  agencies  are  receiving  acceptable  quality  products 
We  believe  this  assurance  can  best  be  obtained  through  the  establishment  of 
uniform  standards  as  opposed  to  the  present  purchasing  practices. 
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We  noted  essentially  the  same  situation  in  the  bidding  for  side  chairs. 
In  all  cases,  the  brand  name  was  designated  and  in  nine  of  the  twelve  cases 
reviewed  only  one  vendor  bid  on  the  product.   There  were  also  three  instances 
where  the  agencies  designated  no  substitutions. 

There  were  ten  requests  for  varying  quantities  of  executive  desks  on 
the  two  awards.   The  unit  prices  ranged  from  a  low  of  $130  to  a  high  of  $409. 
Specifications  were  written  for  specific  brands  and  the  brand  names  were 
designated.   Two  of  the  ten  requests  received  only  one  bid  and  in  four  cases, 
the  low  bid  was  eliminated  because  it  did  not  meet  the  specifications  or 
information  was  not  available  to  evaluate  the  alternate  brand  bid. 

There  were  17  requests  for  49  four  or  five-drawer  letter  or  legal  size 

file  cabinets.   In  all  cases  the  brands  were  specified  and  in  most  cases  the 

specific  sizes  of  the  cabinets  were  designated.   In  8  cases,  the  low  bidder 

did  not  meet  the  specifications.   This  is  understandable  because  the  sizes 

of  the  manufacturer's  cabinets  vary,  as  shown  in  the  following  schedule. 

Brand  Name  &  Number  Type      Height     Width      Depth 

Steel  Age  8A43 

Steelcase  1707 

General  Fireproofing   54RC 


Legal 

51  7/8 

17  7/8 

28  1/2 

Legal 

52  3/8 

17  7/8 

28  9/16 

Legal 

52  5/8 

18  5/16 

28 

Letter 

51  7/8 

14  7/8 

28  1/2 

Letter 

52  3/8 

14  7/8 

28  9/16 

Letter 

50  3/4 

14  3/4 

28 

Letter 

52  1/4 

14  7/8 

26  5/8 

Steel  Age  8A41 

Steelcase  1705 

Y  &  E  4404L 

Cole  204 

If  the  specifications  are  written  from  one  manufacturer's  catalog,  it 

would  be  difficult  for  another  manufacturer  to  meet  the  specifications  by 

bidding  his  standard  product.   We  believe  this  to  be  a  good  example  that  in 

the  case  of  some  products,  it  may  be  necessary  to  provide  some  flexibility 

and  tolerance  levels  when  adopting  uniform  standards  and  specifications  in 

order  to  assure  adequate  competition. 
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Kitchen  Supplies 

Kitchen  supplies  are  purchased  annually  for  the  various  institutions. 
We  noted  that  on  the  last  two  awards  there  was  an  opportunity  to  improve  the 
purchasing  practices  by  establishing  uniform  standards  and  specifications 
for  seemingly  insignificant  products  such  as  paring  knives,  salt  and  pepper 
shakers,  and  plastic  tumblers.   The  agencies  wrote  the  specifications.   Brand 
names  were  designated  and  low  bidders  were  eliminated  because  the  products 
bid  did  not  meet  the  specifications  of  the  products  requested  or  the  buyer 
did  not  have  the  information  available  to  evaluate  the  products  bid.   The 
unit  prices  varied  for  products  that  appear  to  serve  virtually  the  same 
function.   This  is  demonstrated  by  the  schedule  below  showing  the  quantities 
and  prices  for  8,  9,  and  10  ounce  plastic  tumblers  purchased  by  the  agencies 
on  the  two  annual  awards. 

Agency 

Childrens  Center 

Galen  State  Hospital 

Mountain  View  School 

Warm  Springs  State  Hospital 

Montana  Prison 

Boulder  River  Training  School 

Childrens  Center 

Galen  State  Hospital 

Montana  Prison 

Warm  Springs  State  Hospital 


Qty 

Unit 

Total 

(Doz) 

Price 

Price 

12 

$1.35 

$  16.20 

30 

1.20 

36.00 

18 

1.30 

23.40 

36 

1.275 

45.92 

24 

1.70 

64.80 

75 

1.70 

127.75 

12 

1.30 

15.66 

36 

1.15 

41.40 

20 

1.12 

22.40 

100 

1.09 

109.00 

363  $502.53 

We  believe  that  in  most  cases  whether  or  not  the  plastic  tumblers  were 
8,  9,  or  10  ounces  would  not  significantly  hinder  the  function  served.   Assuming 
that  the  specifications  were  written  so  that  the  plastic  tumblers  could  be 
8,  9,  or  10  ounces,  the  low  unit  price  bid  would  have  been  $1.09  a  dozen. 
This  would  have  been  a  savings  of  $107  or  about  21%.   The  tumblers  purchased 
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for  $1.09  a  dozen  were  the  10  ounce  size.   The  low  unit  price  was  for  100 
dozen,  the  largest  amount  purchased,  which  indicates  that  there  is  a  direct 
correlation  between  the  volume  purchased  and  the  unit  price. 
Rough  Paper,  Dry  Goods,  and  Canned  Goods 

The  procedures  followed  in  procuring  rough  paper,  dry  goods,  and  canned 
goods  demonstrate  the  benefits  received  from  implementing  one  aspect  of 
standardization.   The  Purchasing  Division  designed  preprinted  requisition 
forms  for  these  product  categories.   The  preprinted  forms  list  the  products 
available  to  the  agencies  and  the  specifications,  such  as  size,  material, 
weight,  etc.,  are  shown  on  the  form.   The  agencies  complete  the  preprinted 
requisitions  by  merely  indicating  the  quantity  desired  and  selecting  the 
sizes  and  colors  when  these  choices  are  available.   Purchasing  Division 
officials  cited  the  following  advantages  of  this  procedure. 

1.  Assurance  that  the  specifications  are  complete  and  accurate. 

2.  Limits  the  number  of  items  which  must  be  processed  resulting  in 
an  operational  and  administrative  cost  savings. 

3.  Saves  the  agencies'  time  in  that  they  don't  have  to  determine 
the  specifications  and  write  them  on  the  requisitions. 

4.  Vendors'  price  bids  are  reduced  because  the  volume  of  products 
purchased  is  increased. 

5.  Greater  efficiency  because  the  requisitions  are  not  delayed  or 
sent  back  to  the  agencies  to  clarify  the  specifications. 

6.  Requisitions  are  reviewed  only  for  changes  and  additions,  which 
should  be  justified  by  the  agencies. 

7.  Less  items  to  evaluate  by  the  buyer  when  the  bids  are  received 
from  the  vendors. 

The  preprinted  requisition  forms  can  be  used  for  succeeding  procurements. 

The  forms  require  updating  to  add  new  items,  change  item  specifications,  and 

delete  items.   We  believe  that  updating  a  preprinted  requisition  for  succeeding 
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procurements  would  be  a  minor  task  compared  with  time  consuming  present 
procedures  of  writing  and  evaluating  the  specifications  for  each  procure- 
ment action. 

Although  the  procedures  discussed  above  are  preferable,  we  believe 
that  the  Purchasing  Division  can  still  improve  the  purchasing  procedures 
by  increasing  the  emphasis  on  establishing  uniform  standards  and  specifi- 
cations within  the  product  categories.   For  example,  as  part  of  the  last 
rough  paper  call,  the  agencies  were  allowed  to  requisition  cold  and  hot 
drinking  cups  in  a  variety  of  sizes.   Cold  drink  cups  were  purchased  in 
6  1/4,  7  1/4,  8,  8  1/2,  9,  and  10  ounce  sizes.   Hot  drink  cups  were  purchased 
in  6,  7,  and  8  ounce  sizes.   In  addition,  6  and  8  ounce  styrofoam  cups  were 
also  purchased.   In  all,  877  cases  were  purchased  at  a  total  cost  of  $12,208. 
We  understand  that  styrofoam  cups  can  be  used  for  both  hot  and  cold  drinks. 
If  brand  names  were  eliminated  and  8  ounce  cups  were  designated  as  standard, 
the  877  cases  purchased  at  the  quoted  price  for  the  8  ounce  styrofoam  cups 
would  have  resulted  in  a  savings  of  $4,885  or  about  37%.   The  unit  price 
for  the  styrofoam  cups  may  have  been  even  lower  because  of  the  increased 
volume. 

The  above  example  is  presented  to  demonstrate  that  there  is  an  oppor- 
tunity to  establish  uniform  standards  and  effect  cost  savings.   We  recognize 
that  circumstances  may  exist  which  require  the  purchase  of  non-standard  items 
and  that  the  agencies  should  be  given  some  variety  or  choice  of  selection. 
However,  we  believe  that  there  should  be  a  valid  written  justification  for 
purchasing  items  other  than  standard. 
Drugs 

Drugs  are  purchased  quarterly  for  the  using  institutions.   The  specifi- 
cations are  prepared  by  the  officials  of  the  institutions  and  submitted  to 
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the  Purchasing  Division.   In  December  1969,  the  institutions  requisitioned 
approximately  400  items  at  a  total  cost  of  about  $22,000.   Brand  names 
were  designated  for  71%  of  the  items  requisitioned.   Of  the  400  items,  281 
or  68%  received  two  or  less  bids  from  the  35  vendors  bidding.   Of  the  281 
items  receiving  two  or  less  bids,  218  or  78%  were  listed  by  brand  name. 

The  use  of  brand  names  in  the  specifications  obviously  limits  competi- 
tion.  Many  brand  named  drugs  consist  of  the  same  formulations  and  are 
identified  by  their  generic  name.   The  use  of  generic  names  when  ordering 
drugs  does  present  some  problems  because  of  the  technical  nature  of  the 
product  and  the  familiarity  with  brand  names  by  the  using  officials.   We 
were  advised  that  brand  names  are  used  because  of  personal  preference, 
generic  names  are  unknown,  or  medical  reasons  and  that  in  some  cases  agency 
officials  refuse  to  accept  alternate  brands.   A  preprinted  requisition  form 
is  not  used  because  of  the  lack  of  time  and  difficulty  a  lay  person  has  in 
identifying  the  generic  names. 

In  regard  to  the  purchase  of  drugs,  we  believe  the  Purchasing  Division 
should  request  the  using  agencies  to  identify  the  drugs  requisitioned  by 
generic  rather  than  brand  name  and  with  the  cooperation  of  the  agency  officials, 
a  preprinted  requisition  form  could  be  adopted.   In  order  to  assure  that  quality 
merchandise  is  obtained,  the  using  officials  could  furnish  in  addition  to  the 
generic  name,  three  acceptable  brand  names.   It  would  not  be  necessary  to 
identify  the  acceptable  brands  when  requesting  vendors'  quotes.   The  Purchas- 
ing Division  with  the  assistance  of  the  using  agency  would  need  to  evaluate 
any  non-acceptable  brand  which  is  the  low  bid. 
Heavy  Equipment 

We  reviewed  the  March  1970,  heavy  equipment  call  for  the  purpose  of 
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determining  the  effect  on  the  bidding  when  the  majority  of  the  items  requisi- 
tioned were  not  identified  by  brand  name.   There  were  53  items  of  heavy 
equipment  requisitioned  of  which  only  5  were  identified  by  brand  name.   The 
five  items  received  only  two  bids  and  all  other  items  received  three  or 
more  bids  with  the  average  of  about  five  per  item. 

We  also  noted  that  in  this  same  bid,  the  Highway  Department  established 
uniform  standards  and  specifications  for  motorgraders .   The  Highway  Department 
requisitioned  under  the  same  specifications  13  motorgraders  for  various  loca- 
tions throughout  the  state.   If  the  Highway  Department  is  able  to  adopt 
uniform  standards  and  specifications  for  a  piece  of  equipment,  we  believe 
it  is  possible  to  establish  uniform  standards  for  other  much  less  technical 
products.   This  also  points  out  that  there  is  assistance  available  to  the 
Purchasing  Division  when  establishing  standards  and  specifications  for 
products  of  a  technical  nature. 

In  summary,  many  benefits  can  be  obtained  from  the  establishment  of 
uniform  standards  and  specifications.   The  Purchasing  Division  has  the 
authority  and  opportunity  to  increase  its  emphasis  on  adopting  uniform 
standards  and  specifications  for  commonly  purchased  products.   The  use  of 
brand  names  as  a  part  of  the  specifications  does  limit  the  amount  of  com- 
petition even  though  brand  names  are  only  supposed  to  designate  quality. 
Finally,  we  recognize  certain  problems  in  establishing  such  a  program. 
Writing  uniform  standards  for  certain  products  requires  some  technical  ex- 
pertise but  information  is  available  from  numerous  sources  to  assist  the 
Purchasing  Division.   In  addition  to  the  experience  of  their  own  staff,  the 
Purchasing  Division  may  obtain  information  from  the  following: 
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1.  Personnel  from  other  agencies. 

2.  General  Service  Administration  (GSA) . 

3.  National  Association  of  State  Purchasing  Officials. 

4.  Vendors'  catalogs. 

5.  National  Bureau  of  Standards. 

6.  Other  states'  purchasing  departments. 

We  are  also  aware  of  the  fact  that  existing  conditions  at  the  using 
level  must  be  taken  into  consideration.   However,  the  presence  of  existing 
problems  does  not  negate  the  need  to  progress  toward  a  system  of  uniform 
standards  and  specifications  for  products  commonly  purchased  by  the  state. 

RECOMMENDATION 

We  recommend  that  the  Purchasing  Division  in  cooperation  with  the 
using  state  agencies: 

1.  Identify  commonly  purchased  products  and  establish  uniform 
standards  and  specifications  for  these  items. 

2.  Discontinue  the  utilization  of  brand  names  as  a  required 
specification  unless  specifically  justified  in  writing. 

3.  Prepare  preprinted  requisition  forms  for  use  by  the  agencies 
requesting  the  product. 

4.  Require  written  justification  for  deviations  from  the 
established  standards. 

UTILIZATION  OF  THE  COMPUTER 

Presently  the  various  phases  of  purchasing-requisitioning,  requesting 
quotes,  evaluating  bids^ and  issuing  purchase  orders  are  accomplished  manually, 
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A  number  of  product  categories  are  purchased  on  a  regularly  scheduled  basis. 
For  example,  the  Purchasing  Division  awards  22  annual  open-end  contracts  and 
in  addition  98  product  categories  are  purchased  on  quarterly,  semi-annual, 
or  annual  contracts.   We  believe  that  the  Purchasing  Division  should  consider 
automating  all  routine  and  repetitive  procurements. 

As  examples,  the  states  of  Illinois,  Tennessee,  and  Missouri  have  auto- 
mated portions  of  their  purchasing  operations.   A  report  of  the  State  of 
Illinois  indicates  that  approximately  73,000  purchase  orders  were  processed 
during  one  biennium  of  which  64%  were  issued  by  data  processing.   It  was 
reported  that  data  processing  was  used  to  process  84%  of  the  total  products 
purchased.   The  procedures  of  issuing  preprinted  requisitions  and  requests 
for  quotations,  listing  the  bids  from  low  to  high  for  evaluation,  and  issuing 
purchase  orders  are  fully  automated.   Some  of  the  advantages  of  the  automated 
procedures  cited  by  Illinois  officials  are:   faster  and  more  accurate  pro- 
cessing, ability  to  consolidate  like  groups  of  items  resulting  in  lower  cost, 
revision  of  specifications  is  greatly  facilitated  because  facts  and  figures 
are  available,  data  is  available  for  management,  and  the  system  affords  a 
means  for  market  research  and  determining  use  and  consumption  rates. 

One  of  the  necessary  ingredients  to  enable  management  to  review  past 
performance,  analyze  areas  where  improvements  can  be  made,  and  project 
future  needs  is  readily  available  historical  data.   The  Purchasing  Division 
does  not  have  readily  available  statistical  data  concerning  the  state  pur- 
chasing operations.   Statistical  data  is  not  available  to  determine  the 
total  purchases  by  the  state,  by  agency,  by  vendor,  or  by  product.   Informa- 
tion is  not  available  to  determine  the  amount  of  term  contract  or  local 
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purchases.   A  number  of  issues  such  as  the  following  could  be  reviewed  and 
analyzed  if  statistical  data  was  available: 

1.  The  need  for  a  centralized  warehousing  function. 

2.  Compliance  with  purchasing  policies  and  procedures. 

3.  Issuance  of  annual  open-end  contracts  for  items  that  are  presently 
purchased  locally. 

4.  Vendor  performance. 

5.  Product  standardization. 

6.  Consolidation  of  agency  purchases. 

We  recognize  that  to  review  this  data  and  raise  these  issues,  the 
Purchasing  Division  needs  time  in  addition  to  the  time  necessary  to  accomplish 
the  routine  tasks.   We  observed  that  the  personnel  in  the  Purchasing  Division 
perform  a  number  of  necessary  but  repetitive  functions.   Each  agency  requi- 
sition for  each  procurement  action  is  reviewed  to  the  extent  time  permits, 
requests  are  typed,  bids  evaluated,  and  the  purchase  orders  issued. 

The  following  schedule  shows  the  elapsed  days  between  the  various  phases 
of  the  purchasing  operation.   It  demonstrates  the  time  it  takes,  with  the 
present  workload,  to  process  the  procurement  of  various  products.   The  schedule 
is  presented  merely  as  a  basis  for  comparison  with  what  we  believe  to  be  the 
advantages  of  automating  certain  procedures. 
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The  first  column  of  days  represents  the  approximate  time  during  which 
the  Purchasing  Division  reviews  the  specifications  prepared  by  the  agency 
and  mails  the  requests  for  quotation. 

The  second  column  of  days  represents  the  approximate  time  allowed  the 
vendors  to  submit  bids. 

The  third  column  of  days  represents  the  time  taken  to  evaluate  the  bids 
and  award  the  contract  to  the  lowest  responsible  bidder. 

The  fourth  column  represents  the  time  taken  to  type  and  mail  the  purchase 
orders  and  encumber  the  funds. 

In  order  to  illustrate  how  the  computer  can  be  utilized,  we  compared  the 
present  procedures  followed  in  purchasing  meat  for  the  institutions  with  what 
could  be  accomplished  by  using  the  computer.   We  selected  the  meat  contract 
because  uniform  specifications  and  numbers  have  already  been  assigned  to 
various  types  of  meats  by  the  U.  S.  Department  of  Agriculture.   Uniform 
specifications  and  numbers  are  necessary  to  efficiently  and  economically  use 
the  computer. 

There  are  eleven  institutions  ordering  meat  on  a  quarterly  basis.   On 
the  last  quarterly  call  the  requisitions  were  consolidated  on  seven  requests 
for  quotation;  one  request  included  the  requisitions  of  two  institutions, 
one  included  the  requisitions  for  four  institutions,  and  the  remaining  five 
were  processed  separately.   In  total,  the  eleven  institutions  purchased  172 
separate  items  of  meat.   In  applying  uniform  USDA  specifications,  we  estimated 
that  67  different  types  of  items  were  purchased. 

A  comparison  of  the  present  procedures  and  the  proposed  automation  is 
as  follows: 
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Present  Procedures 

1.  Agency  lists  specifications,  sizes,  quantities,  etc.  on  requisition 
form. 

2.  Buyer  reviews  the  items  on  the  requisitions  and  requests  for  quotation 
are  typed. 

3.  The  requests  for  quotation  are  sent  to  the  vendors  for  bid. 

4.  Vendors  return  the  requests  and  the  buyer  evaluates  and  awards  the 
contracts  to  the  lowest  qualified  bidders. 

5.  Purchase  orders  are  typed,  signed,  encumbered,  and  sent  to  the 
vendors  and  institutions. 

Proposed  Procedures 

1.  Computer  issues  preprinted  requisitions  which  are  sent  to  the 
agencies. 

2.  Agencies  fill  in  the  quantity  needed  for  each  item  and  return  the 
requisitions  to  purchasing  for  review  of  changes  and  additions. 

3.  Data  is  processed  by  computer  and  preprinted  requests  for  quotation 
are  prepared. 

4.  Requests  for  quotation  are  sent  to  vendors  for  bid. 

5.  Vendors  return  requests  to  the  Purchasing  Division  for  evaluation 
and  award . 

6.  Computer  prepared  purchase  orders  are  issued. 

Officials  of  the  State  Department  of  Administration,  Data  Processing 
Division,  advised  us  that  it  would  be  quite  feasible  to  use  the  computer  to 
assist  in  the  purchasing  operations.   The  following  time  estimates  were 
provided  by  Data  Processing  on  the  assumption  that  all  eleven  institution 
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meat  requisitions  were  processed  at  one  time.   The  estimates  are  also  based 
on  the  assumption  that  the  total  items  ordered  would  be  200,  as  compared  to 
the  172  ordered  on  the  last  call  and  that  the  number  of  different  items 
would  be  100,  as  compared  to  the  67  we  estimated. 

Once  the  initial  computer  program  is  developed,  the  computer  would 
print  the  requisition  form,  showing  the  product,  product  number  and  speci- 
fications, in  a  matter  of  minutes.   Upon  receipt  of  the  requisitions,  the 
agencies  would  only  have  to  indicate  the  quantities  and  sizes,  when  this 
choice  was  available.   This  would  substantially  reduce  the  time  spent  by 
the  agencies  preparing  the  requisitions. 

It  would  take  the  Data  Processing  Division  about  four  hours  to  keypunch 
and  verify  the  quantities  on  the  requisition  cards  and  a  few  minutes  to  print 
the  request  for  quotation.   Additional  time  would  be  required  for  reviewing 
the  requisitions  for  changes  and  additions  and  multilithing  and  mailing  the 
requests.   However,  the  time  still  compares  favorably  with  14  days  between 
the  requisition  due  date  and  the  date  of  the  request  for  quotation  required 
by  the  present  procedures.   The  14  days  only  represents  the  meat  award  for 
two  institutions,  whereas  the  data  processing  time  discussed  above  is  based 
on  the  assumption  that  all  eleven  institutions  are  combined. 

The  bids  received  from  the  vendors  would  be  evaluated  and  the  contracts 
awarded  by  the  buyer.   The  computer  can  be  used  to  assist  the  buyer  in  evaluat- 
ing the  bids;  however,  because  of  possible  program  difficulties,  we  believe 
that  for  now,  the  evaluation  should  be  accomplished  by  the  buyer.   After  the 
contracts  are  awarded,  it  would  take  data  processing  about  5  hours  to  keypunch, 
verify,  and  sort  the  necessary  contract  information.   The  computer  would 
print  the  purchase  orders  in  a  few  minutes. 
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The  cost  to  use  the  computer  for  automating  the  11  institutions 'meat 
requisitions  is  separated  into  one-time  development  costs  and  production 
costs.   The  Data  Processing  Division  estimates  that  the  one-time  costs 
would  be  about  $600  and  the  production  costs  total  about  $100  quarterly. 

Some  of  the  benefits  from  automating  the  quarterly  meat  procurement 
include  the  following: 

1.  The  agencies  would  spend  less  time  preparing  requisitions. 

2.  The  requisitions  would  only  have  to  be  reviewed  for  additions 
and  changes . 

3.  The  requests  for  quotation  and  the  subsequent  bid  evaluation 
would  be  reduced  from  seven  to  one. 

4.  The  typing  of  requisitions,  requests  for  quotation,  and  purchase 
orders  would  be  eliminated. 

5.  The  total  process  would  be  more  efficient  in  terms  of  time. 

6.  The  buyer  and  typist  would  have  additional  time  to  accomplish 
other  necessary  tasks. 

7.  The  Purchasing  Division  would  have  readily  available  statistical 
data. 

RECOMMENDATION 

We  recommend  that  the  Purchasing  Division,   in  cooperation  with  the 
Data  Processing  Division,   automate   the  purchasing  procedures  for 
the  quarterly  meat  contracts  on  a  pilot  test  and  automate  other 
routine  and  repetitive  procurements  once  the  automated  meat 
procurement  procedures  are  operating  effectively. 
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OTHER  OBSERVATIONS 

Justification  for  Emergency  Purchases 

The  Purchasing  Division  acquires  a  number  of  products  for  state  agencies 
through  a  procedure  called  scheduled  buying.   Scheduled  buying  is  the  aggre- 
gation, once  or  a  few  times  during  a  year,  of  products  requisitioned  by  the 
various  agencies.   This  allows  the  Purchasing  Division  to  operate  more  effici- 
ently and  because  of  the  large  volume  of  products,  increases  competition  and 
generally  results  in  lower  prices.   The  Purchasing  Division  has  adopted  a 
requisition  time  schedule  so  that  the  same  products  can  be  purchased  for  all 
agencies  at  the  same  time.   There  are  about  98  different  product  categories 
listed  on  the  schedule  and  they  are  purchased  on  a  quarterly,  semi-annual,  or 
annual  basis.   Purchasing  regulations  allow  agencies  to  purchase  products 
necessitated  by  emergencies  at  any  time. 

In  reviewing  the  requisitions  for  two  product  categories,  office  furni- 
ture and  athletic  equipment,  we  noted  that  numerous  office  furniture  and 
athletic  equipment  requisitions  were  received,  bids  solicited,  and  awards 
made  between  the  regularly  scheduled  dates  without  written  justification. 

For  example,  we  identified  52  requisitions  for  office  furniture  pro- 
cessed during  the  period  July  1969  -  January  1970,  which  were  in  addition 
to  the  requisitions  received  for  the  regularly  scheduled  quarterly  orders. 
The  52  requisitions  accounted  for  the  purchase  of  more  than  150  pieces  of 
office  furniture.   We  examined  26  of  these  requisitions  and  there  was  no 
written  justification  for  purchasing  the  office  furniture  between  the  regu- 
larly scheduled  dates.   We  are  informed  that  on  occasion  agencies  receive 
approval  over  the  telephone,  however,  they  are  not  required  to  justify  the 
purchase  in  writing. 
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We  identified  22  requisitions  for  athletic  equipment  processed  during 
the  period  July  -  December  1969,  in  addition  to  those  processed  on  the 
regularly  scheduled  dates.   Athletic  equipment  is  ordered  both  quarterly 
and  annually.   Again  the  requisitions  were  reviewed,  bids  were  solicited 
and  evaluated,  and  purchase  orders  were  issued  by  the  Purchasing  Division. 
We  examined  50  percent  of  these  requisitions  and  in  no  case  did  the  agency 
justify  in  writing  to  the  Purchasing  Division  the  need  for  ordering  between 
the  regularly  scheduled  dates. 

We  believe  that  by  allowing  the  agencies  to  requisition  products  at 
times  other  than  on  the  regularly  scheduled  basis  without  written  justifi- 
cation, the  Purchasing  Division  is  defeating  the  purpose  of  scheduled  buying, 
i.e.,  greater  efficiency  and  lower  product  prices.   We  realize  there  are 
emergencies  that  require  the  Purchasing  Division  to  immediately  process  the 
agencies'  requisitions  but  they  should  be  documented  in  writing  as  to  the 
nature  of  the  emergency. 

RECOMMENDATION 

We  recommend  that  the  Purchasing  Division: 

1.  Establish  a  written  policy  requiring  all  state  agencies   to 
justify  in  writing,   requisitions  submitted  between  regularly 
scheduled  dates  for  products   listed  on  the  requisition  time 
schedule . 

2.  Evaluate  the  justifications  and  return  to  the  agency 
requisitions  which  do  not  contain  proper  justifications . 

Consolidation  of  Annual  Awards 

We  have  previously  discussed  the  procedures  of  requisitioning,  requesting 
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and  evaluating  bids,  and  awarding  annual  contracts.   We  believe  that  if 

certain  awards  were  consolidated,  operational  and  administrative  cost  savings 

could  be  realized  and,  in  addition,  the  total  time  spent  by  the  buyers  in 

processing  these  awards  could  be  reduced.   There  is  also  a  possibility  of 

savings  resulting  from  lower  product  prices  since  consolidation  will  increase 

the  volume  of  products  purchased. 

Canned  goods  are  awarded  on  an  annual  basis.   The  following  schedule 

shows  the  state  agencies  and  award  opening  date  for  the  last  annual  canned 

goods  contracts. 

Award  Opening 

Agency  Number  Date 

Galen  State  Hospital  3917  10/2/69 

Mountain  View  School  4009  10/3/69 

University  of  Montana  &  MSU  3956  10/8/69 

Children  Center  4014  10/9/69 

Warm  Springs  State  Hospital  4016  10/10/69 

Veterans  Home  4169  12/10/69 

Pine  Hills  School  4182  12/17/69 

Center  for  the  Aged  4186  12/17/69 

Montana  State  Prison  4196  12/19/69 

Boulder  River  School  and  Hospital    4195  12/19/69 

As  indicated  there  were  ten  separate  awards,  one  for  each  agency 

except  that  the  award  for  the  two  major  universities  was  consolidated.   The 

vendors  bidding  were  basically  the  same  vendors  on  each  of  the  separate  awards. 

It  is  logical  that  if  the  awards  were  consolidated  a  reduction  in  the  amount 

of  documentation  and  time  spent  by  Purchasing  Division  personnel  could  be 

realized.   The  director  of  the  Purchasing  Division  agreed  that  the  smaller 

institution  awards  could  be  consolidated  but  preferred  to  leave  the  university 

awards  separate  because  of  the  large  volume  of  products  already  purchased 

when  the  universities  are  combined. 
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The  meat  contracts  for  the  institutions  are  awarded  on  a  quarterly 
basis.   Presently  the  awards  are  processed  separately  for  each  institution, 
just  as  discussed  above.   We  believe  that  the  quarterly  meat  awards,  at 
least  for  the  smaller  institutions,  could  also  be  consolidated. 

RECOMMENDATION 

We  recommend  that  the  annual  canned  goods  awards  be  consolidated  to 
the  most  practical  extent  and  that  other  product  purchases  be 
reviewed  to  identify  further  opportunities  to  consolidate  awards 
for  the  same  products . 

AWARDING  OF  CONTRACTS 

Office  supplies  are  awarded  on  an  annual  open-end  contract.   The  last 
award  contained  a  total  of  274  items.   The  contract  was  awarded  to  one  vendor 
on  a  total  lot  basis.   In  other  words,  the  vendor  was  to  supply  all  the  items 
listed  at  the  quoted  price.   The  successful  vendor  was  the  low  bidder  on  218 
of  the  274  items  and  had  the  combined  low  bid. 

The  requests  for  quotation  sent  to  the  vendors  did  not  indicate  that 
the  award  was  to  be  on  a  lot  basis  rather  than  on  an  item  by  item  basis.   We 
were  advised  that  the  office  supplies  contract  was  always  awarded  on  a  lot 
basis  and  the  vendors  were  aware  of  that  fact.   We  are  not  questioning  the 
awarding  of  contracts  on  a  lot  basis,  however,  we  do  believe  that  the  method 
of  award  should  be  reduced  to  writing.   This  will  provide  assurance  that  the 
vendors  are  aware  of  the  method  of  award  and  it  may  entice  other  vendors  to 
bid  or  to  bid  lower  prices. 

RECOMMENDATION 

We  recommend  that  the  method  to  be  used  to  award  contracts  be  explicitly 
stated  on  the  requests  for  quotation. 
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CONCLUSION 

The  comments  and  recommendations  in  this  report  have  been  discussed 
with  the  state  controller  and  director  of  the  Purchasing  Division.   We 
thank  them  and  their  staff  for  their  cooperation  and  assistance. 

Respectfully  submitted, 


Morris  L.  Brusett 
Legislative  Auditor 


June  3,  1970 
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